



Differences in household income and other socioeconomic
factors have been more important than subprime lending in
explaining the growing gap in homeownership between blacks
and whites.
The consequences of the post 2006 housing bust disproportionately affected black households;
rates of black homeownership are now 26 percentage points lower compared to whites. In new
research, Kiat Ying Seah, Eric Fesselmeyer, and Kien T. Le examine some of the causes of this
homeownership gap by focusing on socio-economic factors. They find that rather than being due to
discrimination and subprime lending, the gap is mostly explained by changes in household income,
whether the household earned dividend, interest, or rental income, and by marital status.
The late-1990s through the mid-2000s was a period of expanded homeownership in the United
States. According to the US Census, the homeownership rate rose from 64 percent in 1994 to a
historical peak of 69 percent in 2004. However, the American Dream did not reach all strata of
society during the housing boom: gaps in homeownership rates between white-headed and black-
headed households have persisted for decades and remained large at around 24 percent in 2004.
The subsequent housing bust in 2006 unraveled the boom-period homeownership gains with
elevated foreclosure and delinquency rates that were, disconcertingly, concentrated in minority and
low-income neighborhoods. By 2014, the US Census reports a homeownership rate of 64.5 percent
and a 26 percentage point difference between white and black homeownership rates.
Mounting concerns that the housing bust precipitated wide disparities in households’ economic well-
being along racial lines underscore the importance of understanding the changes in the
determinants of the white-black homeownership gap from before and after the housing bust of
2006.  In new research using data from the American Community Survey, we analyze white-black
homeownership gaps in 2005 and in 2011 and compare the changes in the determinants of these
gaps in these two time periods.  We find that black households with a medium probability of homeownership have
been the most adversely affected by the housing bust, and that the homeownership gap is mostly explained by the
widening of the differences in observable socio-economic characteristics between black and white households,
rather than the role of racial discrimination, and subprime and predatory lending to low income and minority
households.
We believe that one should not only look at the average changes in the homeownership gap since what is
happening at the mean could mask differential changes at the tails of the homeownership distribution.  Figure 1,
which contains estimated homeownership probability by race, shows the vast differences in the likelihood of
homeownership for black and white households in 2005 and 2011.
Figure 1 – Distribution of Homeownership rates of black-headed households and white-headed Households
in 2005 and 2011
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Black homeownership probabilities have differed from white homeownership distribution in significant ways. As
indicated in Figure 1 by the large mass to the left of the distribution, there were proportionately more black
households that had less than a 50 percent likelihood of homeownership.  In contrast, the large spike at the right end
of the white distribution shows that there were many white households with high probability of ownership.
The racial differences in these homeownership probabilities, referred to as the homeownership gap, can be broken
down into an observable socio-economic factors component, referred to as the characteristics gap, and an
unobservable residual component, known as the residual gap. Socio-economic factors include observed differences
in income and wealth as well as differences in household demographics such as marital status, age, and
educational attainment. In the housing literature, the residual gap is typically thought to be an amalgamation of the
effects of racial discrimination, racial differences in access to credit, credit history, and unobservable household
characteristics.  In Figure 2, the homeownership gap is represented by the solid blue line,  the contribution of the
characteristics gap (to the homeownership gap) is represented by a dashed-green line and the contribution of the
residual gap by a dashed-red line.
Figure 2 – Components of the Black-White Homeownership Gap
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That the residual gap lies very much below the characteristics gap for both 2005 and 2011 means that the
contribution of the residual gap is relatively smaller for most of the homeownership distribution. The shape of the
characteristics gap mirrors that of the homeownership gap.  In other words, the overall changes in the white-black
homeownership gap over the sample period are substantively explained by changes in the characteristics gap. In
our analysis, the major determinants explaining the changes in the characteristics gap are changes in household
income, whether the household earned dividend, interest, or rental income, and marital status, with the extent of
their respective influence varying over the homeownership distribution.
How did the housing bust affect the distribution of the homeownership gap? A clear picture emerges when we graph
the 2005-2011 changes in the homeownership gap, the characteristics gap, and the residual gap.  In Figure 3,
negative values indicate a reduction in a particular gap; conversely, positive values indicate an increase.  As can be
seen, the housing bust did not affect the homeownership gap uniformly across the distribution. In fact, the
homeownership gap decreased for households below the  percentile (partly because black household income
increased slightly relative to white household income for these low ownership probability households), and then
increased substantially for households between the  percentile and the  percentile.
Figure 3 – Changes in the Homeownership Gap and its components.
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The increase in the gap is greatest around the median, indicating that black households with a medium probability of
homeownership seemed particularly vulnerable to the housing bust as this segment of households are associated
with the greatest increase in the homeownership gap.  Changes in the homeownership gap mirror the changes in
the characteristics gap indicating that changes in observable household characteristics during the sample period are
the predominant determinants driving the dynamics of the homeownership gap. The contribution of changes in the
residual gap to changes in the homeownership gap is modest and mostly affected the distribution below the
 percentile. This part of the distribution experienced declines in both the residual gap and the characteristics gap,
resulting in a large decrease in the homeownership gap.
Numerous studies had drawn attention to the roles that subprime and predatory lending played in the
disproportionate homeownership loss among low-income and minority households during the Great Recession. In
our analysis, the effects of predatory lending, among other unobservable, racially-denominated factors (such as
differences in credit history, credit access and discrimination in the housing markets) that effected a change in the
homeownership gap, are captured in the changes of the residual gap.  A decrease in the residual gap from 2005 to
2011 below the 20th percentile indicates that these unobservable factors, delineated along the racial white-black line,
have decreased in importance. 
This article is based on the paper, ‘Estimating and decomposing changes in the White–Black homeownership gap
from 2005 to 2011’, in Urban Studies.
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